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I understand questions have been raised as to whether the RTF proposal would “double
count” creating the potential of a “spiraling” growth to the fund as Competitors enter areas
served by a rural telephone company. The purpose of this letter is to clarify that the Rural
Task Force has considered this potential and the Recommendation’s New Indexed HCL
Fund Cap provides a specific additional constraint to prevent “spiraling” growth to the
HCL Fund when CETCs are operating in a study area.

Under the current mechanism, Section 54.307 of the FCC’s Rules provides for the per-line
support to be portable when a CETC “captures” a line from an incumbent ETC or when a
CETC serves “new subscriber lines” in the incumbent ETC’s study area. As much of the
incumbent’s reported cost of providing these loops are fixed, the incumbent does not shed
much reported cost when it loses a line to a CETC; thus, in subsequent years, the per-line
support that would be made portable would be increased. This phenomenon is
exacerbated as “new subscribers” are served by the CETC because the higher per-line
support is applied to both carriers’ lines, resulting in the potential for the current HCL
Fund to grow significantly as competition increases.

The Recommendation addresses this problem in two ways. First, it provides for a new
indexed cap on the growth of the incumbents portion of the HCL Fund. Specifically, the
maximum annual growth to the fund is limited to the Rural Growth Factor (RGF), which
is a measure of the change in ILEC Rural Carrier loop count plus inflation. (See
Recommendation at Subsection [V(B)(1)(b)).

Second, for those study areas where competition has entered, the Recommendation
describes in Subsections IV(B)(1)(c)(ii)(A) through IV(B)(1)(c)(ii)(C) the establishment
of a study area specific per-line support that is allowed to grow by the RGF. Absent any
other constraint, this per-line support, when applied to both the incumbents’ and the
CETCs’ lines in the study area could yield total support for the study area exceeding that
which the incumbent would have received alone under the New Indexed Capping
mechanism. However, Subsection IV(B)(1)(c)(ii)(D) further constrains the incumbent s
portion of the HCL support in the study area to what that study area’s share of the new cap
mechanism would have yielded under Subsection IV(B)(1)(b). This additional constraint
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has the de facto effect of constraining the incumbent’s per-line support, and therefore, under the portability
rules of Section 54.307, a corresponding constraint on the CETCs’ per-line support. Thus, the
Recommendation guards against explosive growth of the HCL Fund due to CETC entry.

If there is need for further clarification or additional information, please contact me.

Sincerely,
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William R. Gillis
Chair, Rural Task Force
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